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Dear M. Kaswel |l :

This letter responds to your request on behalf of the
Securities Industry Association (“SIA”) for the issuance of a
busi ness review |l etter pursuant to the Departnent of Justice’s
busi ness review procedure, 28 C.F.R 8 50.6. You have requested
a statement of the Departnent’s current antitrust enforcenent
intentions with respect to a proposed infornati on exchange
program desi gned to resolve equity securities and options trading
systens capacity and operational issues posed by the conversion
of those systens froma fraction-based to a deci nmal -based format.

The current pricing systemused in trading equity securities
and options in the United States uses fractions, e.g., 1/2, 1/4,
1/8, 1/16, as mninmumprice variations. The rest of the world's
maj or trading markets are deci nmal -based. The advent of
conputerized trading systens has nade it nore feasible to convert
froma fraction-based to a decinmal -based system Critics of the
fraction-based systemcurrently used in the United States assert
that it results in wider spreads on margins for deal ers and
mar ket makers at the expense of consunmers of trading services,
i.e., investors.

The SIA is an association of nearly 800 securities firns.
SI A nmenbers -- including investnent banks, brokers-deal ers, and
mut ual fund conpanies -- are active in all nmarkets and in al
phases of corporate and public finance. 1In the US., SIA nenbers
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col l ectively account for approximtely 90 percent, or

$100 billion, of securities firms’ revenues and enpl oy about
350, 000 individuals. They manage the accounts of nore than 50
mllion investors directly and tens of mllions of investors

indirectly through corporate, thrift, and pension pl ans.

SI A has devel oped a conprehensive programto change the
trading increnments for equity securities and equity stock options
fromfractions to a deci mal -based system based on either 5 cent
or 1 cent increnents (e.g., 20 or 100 price points within each
dollar). The industry’'s target date for conpleting the
conversion is June of 2000. To be successful, the conversion
project will require extensive sharing of information anong
securities market participants, including broker-dealers,
exchanges, clearing entities, data processors, depositories and
mar ket data vendors.

SI A has agreed to oversee and nmanage the effort to inplenent
and coordi nate the conversion to decimal trading. Such
coordination wll entail the devel opnent of a conprehensive plan
to establish interimm |l estones for testing and inplenentation of
t he decimalization conversion, as well as delineating the
techni cal standards and specifications needed to preserve the
efficient working of the various affected markets. To devel op
and execute this plan, SIA and participating entities need to
exchange information with each other on the potential effects of
the conversion on all aspects of market operations, including
i nformati on processi ng and conmuni cati ons capacity, as well as
mar ket and exchange rul es.

SI A has taken three steps thus far to commence its work on
conversion to a decinmal -based equity trading system It has
appoi nted a Decinmalization Commttee to lead the initiative. It
al so has comm ssioned a recently conpleted study by an outside
consul tant assessing the inpact of decinmal trading on various
nmessage vol ume under both a nickel ($0.05) and a penny ($0.01)
m ni mum price variation (“MPV’). Finally, it has sent out a
survey to broker-deal ers, exchanges, financial utilities, and
mar ket data vendors, to try to determne fromthemtheir state of
readi ness for decimalization, and specific systens issues that
they need to address to successfully convert to decimals. The
result of the survey, together with the work of the SIA
Deci malization Commttee, and the Testing and | npl enentation
Subcomm ttees, will be used to develop a detailed tine table for
the inpl enmentation of deci mal -based trading.
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SIA asserts that it has been working closely with the SEC on
the project; inviting SEC staff to participate in key neetings of
the Conmttee, copying SEC staff on all material witten
communi cations, and regularly briefing the SEC staff on the
status of the project and on all significant devel opnents. The
proposed i nformati on exchange programw ||l allow SIA to conpile
information regardi ng i ssues relevant to conversion to deci nal -
based trading. Thereafter, SIA hopes to devel op recomrendati ons
for conversion to decimal -based tradi ng, many or nost of which
wi |l be published for public notice and coment by the SEC
either as rule proposals by one or nore self-regulatory
organi zati ons subject to SEC approval, or as the SEC s own rule
proposal s.

SIA intends to exchange information regarding the follow ng
I ssues:

. The feasibility and practicality of devel opi ng sufficient
capacity to handle a particular MPV for each exchange, such
that the MPV is conpatible with the ability of the conputer
systens to handl e i ncreased nessage traffic;

. Managi ng i ncreases in quotation nessage traffic on trading
systens because of: (i) increases in potential price
breakpoints and (ii) reduced bid-ask spreads.

. | mpl enentation and testing scenarios, including whether a
phase-in or a cut-over approach is the best way to inpl enent
decimalization (this mght include the devel opnent of a
pil ot programand related testing schedul e);

. I dentifying functions to test in areas such as exchange
i nterfaces, order routing and processi ng systens, buy-side
i nterfaces, order subm ssion, inventory systens, automatic
executing systens, subm ssion of information into trade
conparison, portfolio systens, institutional delivery and
affirmation, risk managenent, conpliance, margin, and
bookkeepi ng systens, correction processing, vendor
interfaces and securities pricing systens,;

. Consi deri ng new approaches to managi ng expected nassive
i ncreases in nessage traffic, such as exploring new ways to
process quotations; and

. Desi gni ng nmet hods of stress-testing the infrastructure to
ensure that the projected nessage volunes will not cause



Page 4

systens to queue up or fail because of heavy vol une.

SI A notes that the devel opnent and testing of a programfor
the decimalization of options trading will be a particularly
i nportant part of the overall decimalization effort. 1In
contrast to equity securities, the overwhel m ng anount of
options nessage traffic consists of quote nessages rat her
than trade reports. A reduction in quotation increnments
offers greater variation in quotes (e.g., the nmechanica

ef fect of changing the tick size from1/16 to $0. 05 produces
25 percent nore potential price levels). Since quotation
messages dom nate options nessage traffic, there is expected
to be a particularly significant increase in options nessage
vol une. A study conmm ssioned for SIA projects that a nickel
MPV woul d result in nessage traffic for options increasing
by nore than 50 percent, while a penny MPV woul d boost
message traffic volume by over 250 percent. The SIA wll
survey the inpact of such dramatic vol une increases and

di ssem nate and discuss the results as part of its proposed
i nformati on exchange.

Conpany or exchange specific information will flow from each
i ndi vidual entity to the SIA staff or its independent consultant.
Only aggregate information, including survey results and
i ndustry-w de proposals based on those results, would be shared
anong SI A nenbers and others that are part of the decimalization
conversion project, including regulators, broker-dealers,
exchanges, depositories, utilities, and clearance and settl enent
entities. No conpany-specific information about prices,
capacity, or future plans wll be exchanged directly anong SI A
menbers or other participants in the project. No discussion wll
t ake pl ace about specific prices of any security or option.
There may be a need for sone general discussion of systens issues
posed by trading in nickel or penny increnments, but if any
conpetitively-sensitive information is exchanged, it will be
distributed in aggregate format by the SIA concealing the
identity of specific providers. Neither the participants nor SIA
intend to recomrend in favor of, or against, the products or
systens of particular vendors. The information exchanged wll be
stated in non-judgnental terns so that there can be no legitinate
inference that the sharing of information will result in any
anticonpetitive consequences (i.e., group boycott activity). It
will be for SIA nenbers to decide, as individual entities, how,
or even whether, each will use the information di ssem nat ed.
Legal counsel will participate in all neetings, and SEC staff are
expected to attend frequently.
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Based on the information and assurances provided to us by
the SIA and the nature of the proposed information exchanges,
t he Departnent does not believe that the proposed exchanges w ||
have anticonpetitive effects. There will be no transaction-
specific price, cost or marketing information exchanged anong
rivals. Rather, the information will be general in nature and
related to capacity and ot her operational characteristics of the
comruni cations systens or processes that will be the
infrastructure on which equity securities and options trading
will be based. No conpetitively sensitive information will be
exchanged between rivals. To the extent that the conpilation of
any such information is necessary to facilitate the conversion to
a deci mal - based system it will be comunicated to Sl A personnel
who will only distribute it in aggregated formthat masks firm
specific information. No collective purchasing decisions wll be
made on the basis of any studies conpiled fromthe information to
be exchanged. W understand that the proposed information
exchanges will be limted to exchanges necessary to effectuate
the SIA s decimalization project. Under such circunstances, the
proposed i nformati on exchanges woul d not appear to raise any
significant risks to conpetition

Finally, we note that it is possible that the information
exchanges wi |l have proconpetitive effects dependi ng upon the
nature of the recommendations that energe fromthe process.

This letter express the Departnent’s current enforcenent
intentions, and is predicated on the accuracy of the information
and assertions that you have presented to us. In accordance with
its normal practice, the Departnent reserves the right to bring
an enforcenent action in the future if the actual activities of
the SIA or its nmenbers prove to be anticonpetitive in any purpose
or effect.

This statenment is made in accordance with the Departnent’s
busi ness review procedure, 28 CF.R 8 50.6. Pursuant to its
terms, your business review  request and this letter will be made
publicly available inmediately, and any supporting data will be
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made publicly available within thirty days of the date of this
letter, unless you request that any part of the material be

wi thhel d in accordance with Paragraph 10(c) of the business
revi ew procedure.

Si ncerely,

/s/

Joel |I. Klein



